SURVEY OF CURRENT BUSINESS

Angust 1971

Adjustment of Capital Consumption, Profits, and Corporate

Tms

I the National Income Accounts for Eifect of Treasury

Asset Depreciation Range (ADR) System

ON June 22 the Treasury Department
announced the sdoption of rerulations

plaging into effeet the liberalized nsset

dapreciation range (ADYR) syetem of
depreciation for machineryr, equipmant,
and certain other property. The regu-
lations are effective retroactively to
the beginning of 1972, To take account
of thesa repulations, adjustmenta hava
been made in the estimates of capital
consumption, eorperate prefits, proprie-
tore’ income, corporate income taxes,
and related measures  beginning with
the first quarter of 1971. Taxes on
unincorporated businesses {proprietor-
ships and pa.rf.nmh]ps] are recorded
in the natipnal income ageounts on a
cash payments basziz rather than on a
liabilitiez basis. Therefore, the ADRE
libaralization has not yat affected zuch
taxes as recorded in the mecounts.
The mein provisions of ADT permit
a 20 percent modification of service
lives from the existing guideline lives
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and an optional changs in the oon-
vention uged to determine daprevistion
during the year in which the ssset is
placed in service. Fxisting regulations
sllow 50 percent of tha full year’s
depreciation to be token in the first
year. Under ADR gpproximately 75
percent will be allowed.

An egtimate of 1971 investment was
the first step in the calenlation of
the additional dapreciation attributahle
to ATYR. This was done by projecting
small inereases in investment in pro-
ducers’ durabla egquipment in the third
and fourth quarters and adding an
allowance for certain types of aseets
which are classifiad as structures in the
national inecome accounts but are con-
giderad as machinery and eguipment
for tax purposes,

This yielded an invesiment fgure of
$78 billion for 1971 (e figure caloulated
by the Treasury Depariment in their
work on the subjeot and adopted by
OBE: afier review of the procadure).
SBacond, Tremsury nssigned serviece lives
to various types of equipment based
upen an OBE study of corporate
depreciation.! These lives and lives 20
percent shorter ware used by Treasury
to estimate the additional depreciation
resulting from the liberalization. {inclad-
ing the smounis resulting from the
liberalized first year rules).

OBE made sdjestments to the Treas-
ury estimates. First, OBE excluded
estimates of noncorperats farm depraci-
ation. The figures on farm depreciation,
both corporate end noncorporata, used
in the national income accounts are
estimated by the Agricultura Depart-
ment independently of Internnl Reve-
nue Service data. However, corporats
farm deprociation wes not excluded
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from thegse eostimates because it is
needad in esleulating ona impact of
ADE on total corporate profits u.nd
corporats tax linbility.

Second, the estimate of depreciation
was sllocated betwesn corporete and
noricorpovate business largely on the
basis of historical depreciation data
in tha national acceunts. Tha corporate
percentages uged wara: manufasturing,
07 percent; farm, 7 parcent; and other,
80 parcent, Quarterly astimates were
derived by the usa of & smooth curve.

Third, OBE made en independent
eatimate of the extent to which the
ADER would be adopted. Previous de-
preciation liberslization, such as the
1054 inmtroduction of double deslining-
balance snd sum-of-the years digits and
the 1062 guidelines, were net taken by
a substantisl segment of buziness. How-
ever, there arc sevaral factors which
will probably make the adoption rafes
higher this time. One important factor
js the aholition of the reserve ratio test
instituted in 1962. Ancther is that many
businesees that did not adopt the 1962
guidelines becsuse they were alreedy
using equipment lives as short as thosa
allowed, will find it adventageous to
adopt the new liberalizations. After con-
sultations, both outside and inside tha
Government, the following assumptions
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rate and noncorpgrate busingss. De-
preciation for the first snd second
gueriers has baen increassd by $3,889
million and $4,175 million, respectively,
the surn of nonfarm corporate and non-
corporate depraciation. Corporate farm
depraciation appears in table 1 becsuse
it i= needed in adjusting corperate
profitz and corporate tax liability.
The adjustmant of corporate tax Ya-
hilities ie shown in table 2. Rasearch by
OBE confirmed that the 45 percent
marginal {ax rate sugpgested by Traas-
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ury ? was appropriate. It was also nec-
essary to consider the impact of the
ADR system on State corporate taxes.
Tex officials in Stnies accounting for
most of the corporate tax lability were
consulted. On the basis of the informa-
tign obteined, it was estimatod that
loss of revenua to State Fovernments
would amsunt to semewhst less than
3150 million for 1071.
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Income
(Continiod from page 28)

The coefficients of variation of the
regional and Staie changes in fotal per-
sonsl income and selseted components,
shown in table A, highiipht the fmpor-
tance of income from the commedity-
producing industries in explaining re-
gional and State differences in total
income change, Whila the regional co-
efficient of varietion for total personal
ingome was 0.19, it was 1.48 for income
from commodity-producing industries
but only 0.06 for the agprepate of all
other income components. The State
data show a similar pattern.

The relatively large variation among
the regione and States in the Tate of
changs in income from commodity pro-
duction cen also be sean from the table.
While the rate of gain in total personst
income among the States varied by i4
percentage points, chanpes in incoms
irem commodity production varied by
44 percentaga points bt the changes in
in the total of other income varjed only
coly 5% perceniage points.

Areas of slow growth

The 3 regions with the emallest gaine
in sotal peraonal income last yerr ware
the Great Lakez, Plaing, and Far West.
In o) threa, income from commodity-
producing induetries declinad. In tha
Graat Lakaz snd Far West, the weok-
neds of ineoma from commodity produoe-
tion primarilty refected developments
in manufaeturing; in the Plains it re-
flacted & larpe drop in farm income.

In the Nation as a whole, manu-
facturing payroils were szhont un-
changed {rom 1969 to 1970, but in the
Great Lakes region they fell 114 per-
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cent, and in the Far West 214 percent.
The dedline in the Great Lakes re-
flected the gemeral wenkness of durable
goods manufacturing and in particular

the sharp drop in auto industry payrolls

during the strike in the fourth guarter.
The decline in ths Far Wast reflected
the continued shrinkage of mercapace
payrolls.

Farm inecome in the Plaius declined
more then 10 percent last year, com-
pared to a netionwide decline of =
little more than 5 percent. The flow of
sash receipis from agriculture in the
Plains was generally well maintained
daspite n decling in farm production, as
nventories accumulated in previcus
vears were drawn dowi,

Totel personal income grew 51{ per-
cent or less in § States, A large degline
n farm income played & key role in 4
States: Sputh Dekota (total incoma up
514 percent), Iowa (5 percent), Ne-
brazlks {434 percent), and North Da-
Eots, the omly Stats to show & decline
{down 1 parcent). In sach of the other
four slow-growth States, maanfacturing
payrolls were off and eonstruction was
very weak; these include Ohio (total
income up 51y parcent}, Washington
{4 porcent), Indiene (314 percent), and
Mishigan {3 percent}. Unusually large
gains in transfer payments, centering
in unempleyment compensation, offset
some of the weakness in payrolls in
Michigen and Washingion.

Areas of fast growth

The two regions with the largest gaing
in total persenal mcome in 1970 were
the Rocky Mountnins (nearly 10 per-
cent) and the Southwest {§ percend).

Larga increases in farm income, 18-
flecting higher prices and increased
markatings of cattle and calves, playad
a kay role in both regions. Buth alse had
abore-average gains in manufacturing
and construction payrells. As o resalt
of these sizable incresses in commodity-
producing industries, there were larga
Imereases 1o nearly all of the major
industries that primarily mest local
demand. Above-average gains wers
recorded in weges amrd selaries {rom
wholesale sud rotedl trede, the finence,
insurance and real ssiate group, the
transporbetion, comimpunications, end
public atilities zroup, and services, and
also in nonfarm proprietors’ income.

There were large personal income
eains, ranging from 10 to 13 percent, in
7 States laat vear, While the caunses of
the incresses in these Btates are more
heterogeneous than in the case of Stntes
with small gains, some generalizations
can be made. ANl seven Stabes had
above-average increases in income from
commelity-preducing induséries. Man-
ufagtaring and construction payrolls
showed above-average growth in all
soven States. In 3 of the States
{ Arizong, Colorade, and Wesat Virginia),
there wars also big increases in mining.
payrolls. In West Virginie, the growth
of income from coal mining was par-
ticulazly +vigoroua and was largely
rezponsible for the strong rize 1 total
ingome in the State, Touriam ang ratire-
ment are important in four States of the
group (Hawaii, Arizona, Florida, and
Nevade) and income related to thesa
activities expanded murkedly in aach of
the four. There were also large 1ncrsases
in farm income 3o Colorado and in
trsnsfers in Alaska.



